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EXECUTIVE SUMMARY
ICE WATER USERS ASSOCIATION, INC.

DOCKET NO. W-02824A-07-0139

ICE Water Users Association, Inc. ("ICE" or "Company") filed an application with the
Arizona Corporation Commission ("Cornrnission") on March 6, 2007, requesting authorization
of $100,000 of new debt. On June 26, 2007 ICE tiled a rate case application.

A

ICE is  a n  Arizona  non-profit corpora tion  p rovid ing  wa te r s e rvice  to  cus tome rs  in
Ya va pa i County, Arizona . As  of Ma rch 2007 ICE ha d a pproxima te ly 396 re s ide ntia l cus tome rs ,
11 commercia l customers, and 7 in-iga tion customers.

ICE indica te s  in the  a pplica tion tha t it ha s  a  ne e d to purcha s e  a  ba ckup e me rge ncy
gene ra tor and to cons truct a  security fence  a round a  we ll. The  cos t of the  gene ra tor is  $40,000
a nd the  cos t of the  fe ncing is  a pproxima te ly $10,000. With  th is  a pplica tion  ICE s e e ks
a uthoriza tion to s e cure  a  one -ye a r line  of cre dit for $100,000. ICE pla ns  to ma ke  us e  of the
ba lance  of the  line  of credit for funding of unanticipa ted capita l repa irs .

S ta ffs  fina ncia l a na lys is  indica te s  tha t give n a  $50,000 line  of cre dit ICE's  TIER ra tio is
ne ga tive  10.22 a nd the  DS C ra tio is  1.38. Give n a  $100,000 line  of cre dit ICE's  TIER ra tio is
nega tive  5.11 and the  DSC ra tio is  0.69. S ta fFs  cash flow ana lys is  indica tes  an ability to support
a  $50,000 line  of credit with a  res idua l $19,872 cash flow.

ICE's  pro fomla  ca pita l s tructure  including a  $50,000 line  of cre dit a s  we ll a s  AIAC a nd
CIAC is  1.0 pe rce nt short-te rm de bt, 0.0 pe rce nt long-te rm de bt, ne ga tive  8.7 pe rce nt e quity,
79.9 pe rcent AIAC, and 27.7 pe rcent CIAC.

Staff concludes tha t obta ining a  line  of credit of $50,000, not to exceed a  te rm of one  year
for purpos e s  of a cquiring a  ba ck up ge ne ra tor a nd s e curity fe ncing by ICE is  re a s ona ble , is
within its  corpora te  Powers , is  compa tible  with the  public inte re s t, would not impa ir its  ability to
provide  se rvice s  a nd would be  cons is te nt with sound fina ncia l pra ctice s  provide d tha t ICE file s
within its  current ra te  case  a  plan to increase  the  percentage  of equity in its  capita l s tructure .

S ta ff recommends  tha t the  Commiss ion authorize  IRC to ente r into a  line  of credit not to
e xce e d $50,000 for a  te rn of one -ye a r to fund a cquis ition of a  ba ck-up ge ne ra tor a nd se curity
fence.

S ta ff re comme nds  tha t ICE tile  with in  its  curre nt ra te  ca s e  a  p la n  to  incre a s e  the
percentage  of equity in its  capita l s tructure .

Docket No. w-20435A-07-0143
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Introduction

ICE Wa te r Us e rs  As s ocia tion, Inc. ("ICE" or "Compa ny")1 file d a n a pplica tion with the
Arizona  Corpora tion Commiss ion ("Commiss ion") on Ma rch 6, 2007, re que s ting a uthoriza tion
of $100,000 of new debt. On June 26, 2007 ICE filed a  ra te  case  app1ica tion.2

Public  Notice

On Ma y 1, 2007 ICE file d a n a ffida vit of publica tion from P re s cott Ne ws pa pe rs , Inc.
with Docke t Control. The  a ffidavit a tte s ts  tha t on April 27, 2007 notice  of the  filing was  given in
the  Courie r, a  newspaper published in Yavapa i County. A copy of the  notice  is  a ttached.

Background

ICE is  a n  Arizona  non-profit corpora tion  provid ing  wa te r s e rvice  to  cus tome rs  in
Yavapa i County, Arizona . As  of March 2007 ICE had approxima te ly 396 re s identia l cus tomers ,
ll comme rcia l cus tome rs , a nd 7 initia tion cus tome rs .

Purpose of the Financing Application

ICE a s s e rts  in  its  a pplica tion tha t it ha s  a  ne e d to  purcha s e  a  ba ck-up e me rge ncy
gene ra tor and to cons truct a  security fence  a round a  we ll. The  cos t of the  gene ra tor is  $40,000
a nd the  cos t of the  fe ncing is  a pproxima te ly $10,000. With  th is  a pplica tion  ICE s e e ks
a uthoriza tion to s e cure  a  one -ye a r line  of cre dit for $100,000. ICE pla ns  to ma ke  us e  of the
ba lance  of the  line  of credit for funding of unanticipa ted capita l repa irs .

Financ ia l Ana lys is

TIER and DSC

S ta ff pre pa re d S che dule  S P I-l us ing the  fina ncia l informa tion from Exhibit I of ICE's
a pplica tion. Column A de picts  the  fina ncia l informa tion a s  of De ce mbe r 31, 2006 a nd is  ba se d
on the  fina ncia l informa tion conta ine d in ICE's  a pplica tion. As  ICE curre ntly ha s  no long-te rm
de bt the  time s  inte re s t e a rne d ra tio ("TIER") a nd de bt s e rvice  cove ra ge  ra tio ("DS C") a re  not
me a ningful in  column A. The  pro  forma  infonna tion  in  column B s hows  the  impa ct of a n
addition of a  $50,000 line  of credit. The  pro forma  informa tion in column C shows  the  impact of
a n a ddition of a  $100,000 line  of cre dit. Give n a  $50,000 line  of cre dit ICE's  TIER ra tio is
ne ga tive  10.22 a nd the  DS C ra tio is  1.38. Give n a  $100,000 line  of cre dit ICE's  TIER ra tio is
negative  5.11 and the  DSC ra tio is  0.69.

1 ICE is  an Arizona  corpora tion which was  granted a  CC&N by the Coinrniss ion in Decis ion No. 59263 .
2 (Docket No. W-02824A-07-0388)
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DS C re pre s e nts  the  numbe r of time s  inte rna lly ge ne ra te d ca s h will cove r re quire d
principa l a nd inte re s t pa yme nts  on s hort-te rm a nd long-te rm de bt. A DS C gre a te r tha n 1.0
indica tes  tha t opera ting cash flow is  sufficient to cover debt obliga tions .

TIER repre sents  the  number of times  ea rnings  will cove r inte re s t expense  on short-te rm
and long-tenn debt. A TIER grea te r than 1.0 means tha t opera ting income is  grea te r than inte rest
expense . A TIER less  than 1.0 is  not sus ta inable  in the  long te rm but does  not necessa rily mean
tha t debt obliga tions cannot be  met in the  short te rm.

DS C is  a  be tte r me tric tha n TIER for me a s uring ICE's  a bility to s upport the  re que s te d
one-yea r line  of credit s ince  DSC measures  the  ability to mee t a ll obliga tions . DSC indica te s  the
ICE has  the  ability to support a  $50,000 line  of credit, but not a  $100,000 line  of credit.

Cash Flow Ana lys is

S ta ff a lso conducted a  ca sh flow ana lys is  to te s t the  ability of ICE to support a  $50,000
line  of cre dit. The  a na lys is  is  shown in S P I-2 a nd indica te s  a n a bility to support a  $50,000 line
of credit with a  $19,872 res idua l cash flow.

Capital Structure

1CR's  December 31, 2006 capita l s tructure  cons is ted of 0.0 pe rcent short-te rm debt, 0.0
pe rce nt long-te rm de bt, a nd ne ga tive  100.0 pe rce nt e quity. The  pro forma  ca pita l s tructure
including a  $50,000 line  of credit is  13.5 percent short-te rm debt, 0.0 percent long-te rm debt, and
ne ga tive  113.5 pe rce nt e quity. The  pro forma  ca pita l s tructure  including a  $100,000 line  of
cre dit is  31.2 pe rce nt short-te rm de bt, 0.0 pe rce nt long-te rm de bt, a nd ne ga tive  131.2 pe rce nt
e quity. This  informa tion is  portra ye d in S che dule  S P I-1. The  ne ga tive  e quity pos ition ha s
ne ga tive  implica tions  for is suing de bt a nd should be  re me die d in the  fore se e a ble  future . In the
pro forma  example  the  line  of credit is  depicted a s  short-te rm debt a s  ICE proposes  a  yea r-long
line  of cre dit.

Capital Structure including AlA C and CIA C

ICE's  ca pita l s tructure  inclus ive  of Adva nce s -in-Aid-of-Cons truction  ("AIAC") a nd
Contributions -in-Aid-of-Cons truction ("CIAC") is  portra ye d in S che dule  S pI-l. ICE's  2006
ca pita l s tructure  in this  e xa mple  is  0.0 pe rce nt s hort-te rm de bt, 0.0 pe rce nt long-te nn de bt,
nega tive  8.8 percent equity, and 80.7 percent AIAC, and 28.0 percent CIAC.

ICE's  pro Ronna  capita l s tructure  including the  proposed yea r-long $50,000 line  of credit
a s  we ll a s  AIAC a nd CIAC is  1.0 pe rce nt short-te rm de bt, 0.0 pe rce nt long-te rm de bt, ne ga tive
8.7 pe rcent equity, 79.9 pe rcent AIAC, and 27.7 pe rcent CIAC. S ta ff typica lly recommends  tha t
wate r companies  with access  to capita l marke ts  mainta in a  minimum of 40 percent equity in the ir
capita l s tructure  to reduce  financia l risk. S ta ff typica lly recommends  tha t wa te r companie s  tha t
have  no access  to capita l marke ts  should minimize  to the  extent poss ible  the  presence  of debt in

Docket No. W-20435A-07-0_43
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the ir capita l s tructure . S ta ff typica lly recommenda tions  tha t a  non-profit corpora tion ma inta in a t
le a s t 30 pe rce nt e quity in its  ca pita l s tructure . Non-profit corpora tions  should conta in funding
from debt and AIAC sources  to mode ra te  leve ls  in orde r to reduce  financia l risk s ince  they lack
access to the  equity capita l markets .

Engineering Ana lys is

S ta ffs  Enginee ring Report is  a tta ched. S ta ff reviewed the  ma te ria l cos t e s tima te s  of the
proposed plant improvements . S ta ff concludes  tha t ICE's  $50,000 cost es timate  for the  proposed
genera tor and fence  appears  reasonable . S ta ff makes  no "used and useful" de te rmina tion of the
proposed plant and no particula r future  trea tment should be  infe rred for ra te -making or ra te  base
purposes.

Compliance

ICE has no outs tanding Commission compliance  issues .

Conclusion and Recommendations

Sta ff concludes  tha t obta ining of a  line  of credit of $50,000 not to exceed a  te rm of one
year for purposes  of acquiring a  back up genera tor and security fencing by ICE is  reasonable , is
within its  corpora te  Powers , is  compa tible  with the  public inte re s t, would not impa ir its  ability to
provide  se rvice s  a nd would be  cons is te nt with sound fina ncia l pra ctice s  provide d tha t ICE file s
within its  current ra te  case  a  plan to increase  the  percentage  of equity in its  capita l s tructure .

S ta ff conclude s  tha t give n ICE's  pre s e nt fina ncia l condition it is  imprude nt for ICE to
ente r into a  line  of credit for an additiona l $50,000 for unanticipa ted repa irs .

S ta ff recommends  tha t the  Commiss ion authorize  ICE to ente r into a  line  of credit not to
e xce e d $50,000 or a  te rm of one -ye a r to fund a cquis ition of a  ba ck-up ge ne ra tor a nd se curity
fence.

S ta ff re comme nds  tha t ICE file  within its  curre nt ra te  ca se  (Docke t No. W-02824A-07-
0388) a  plan to increase  the  percentage  of equity in its  capita l s tructure .

S ta ff furthe r re comme nds  a uthorizing ICE to e nga ge  in a ny tra nsa ction a nd to e xe cute
any documents necessary to effectuate  the authorizations granted.

S ta ff furthe r recommends  the  Company file  with Docke t Control, a s  a  compliance  item in
this  docke t, copie s  of docume nts  e vide ncing e xe cution of the  tra nsa ction(s ) within 60 da ys  of
execution.

Docke t No. W~20435A-07-0 l43
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Selected Financial Data
Including immediate Effects of the Proposed Debt

[A] [Cl
Pro Forma

$100.000LOC12/31/2006

[8]
Pro Forma

$50.000 LOC

Operating Income
Depreciation & Amen.
Income Tax Expense

(24,543)
95,817

0

(24,543)
96,817

0

(24,543)
96,817

0

Interest Expense
Repayment of Principal

2,401
50,000

4,803
100,000

TIER
N/M -10.22 -5.11[1+3] i- [5]

DS C
[1+2+3] -z- [5+6] N/M 1.38 0.69

Capital Structure:
Short-term Debt $151 0.0% $50,000 13.5% $100,000 31.2%

Long-term Debt $0 0.0% $0 0.0% $0 0.0%

CommonEquity ($420,856) -100.0% ($420,858) -113.5% ($420,856) -1312%

Total Capital ($420,705) -100.1% ($370,856) -100.0% ($320,855) -100.0%

Capital Structure Inclusive of AIAC and CIA C:
Short-termDebt $151 0.0% $50,000 1 .0% $100,000 2.0%

Long-term Debt $0 0.0% $O 0.0% $0 0.0%

CommonEquity ($420,856) -a.8% ($420,856) -87% ($420,855) -8.6%

AIAC $3,872,698 B0.7% $3,872,698 79.9% $3,872,698 79.1%

CIAC $1 ,344,539 28.0% $1 .344,539 27.7% $1 ,344,539 27.5%

1
2
3
4

5
6
7
8
g

1 0
1 1
1 2
t o
14
1 5
1 6
1 7
1 8
1 9
2 0
21
2 2
2 3
24

25
26
2 7
2 8
2 9
30
31
3 2
33
34
35
36
3 7
38

3 9
4 0

Total Capital $4,796,532 100.0% $4,846,381 100,0% $4,896,381 100,0%

Sz/AR/ICR Water 07-0139 Fin FinancialAnalysis SPI.xls/Schedule 1

0
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Schedule SPI-2

CAS H FLOW ANALYS IS
Year End 2006

Based on Financials Provided in Application

$ 270

Line
No.

1
2
3
4
5
6

7

Operating Revenue:
Operating Expenses:

All Other Operating Expenses
Depreciation
Property Taxes
Other taxes

$ 195,684
96.8'l7
2.795

Total Operating Expense $ 295,341

- Line 7)
Add back Depreciation Expense
Less refunds of Advances

Operating Income (Line 1 ($24,544)
$96,817

8
g
10
11 Total Cash Available $72,273

12
13
14

Less Existing Debt Service on Loan Balance:
Annual Principal and Interest Payment ($0 x 12)
Annual Debt Service Reserve Payment ($0 x 12)
Subtotal

15
16

Less Debt Service on Proposed Loan:
Annual Principal and Interest Payment
Subtotal

$52,401
$52,401

17 Net Cash Flow (Line 11 Line 14 - Line 16) $19



MEMORANDUM

TO: S teve  Irvine
P ublic Utilitie s  Ana lys t III
Utilitie s  Divis ion

FROMM John La  Polta
P ublic Utilitie s ' consumer Analyst I
Utilitie s  Divis ion

DATE : March 14, 2007

ICE Wate r Use rs  Associa tion -- (W-02824A-07-0139)

On March 6, 2007 ICE Wate r Use rs  Associa tion ("ICE Wate r") filed an
applica tion for authoriza tion to assume new debt.

After researching the  Consumer Services database  from January 1, 2004 through
March 13, 2007 there  have  been zero compla ints , inquiries  and opinions  filed aga inst ICE
Water.

Corpora tions  Divis ion reports  ICE Wate r is  in good s tanding.

RE:

If I can be  of any further assis tance , please  fee l free  to ca ll me.



MEMORANDUM

DATE: August 28, 2007

TO: S teve  Irvine
P ublic Utilitie s  Ana lys t IV
Utilitie s  Divis ion

FROM : Jiao W. Liu
Utilities 4
Utilities Division

J

ICE Wate r Use rs  Associa tion, Inc.
Docke t No. W-02824A-07-0139 (Financing)

Introduction

ICE Wa te r Us e rs  As s ocia tion, Inc. ("Compa ny" OR "ICE") pre s e ntly provide s  utility
se rvice  to a pproxima te ly 375 wa te r cus tome rs  in portions  of Ya va pa i County, Arizona .
ICE is  a n Arizona  non-profit corpora tion, a nd the  me mbe r-cus tome rs  e le ct a  boa rd of
dire ctors  who ma na ge  a nd ope ra te  the  Compa ny a ccording to its  by-la ws . The  ICE's
principa l bus iness  office  is  loca ted a t 246 N Highway 89, Suite  A, Chino Va lley, Arizona
86323 .

Fina nc ing  Applic a tion

On Ma rch 6, 2007, the  Compa ny file d a n a pplica tion with the  Arizona  Corpora tion
Commiss ion ("Commiss ion") re que s ting a uthority to a s sume  ne w de bt in the  form of a
line  of credit in the  tota l amount of $100,000.

Engineering Analys is

On June  26, 2007, the  Company filed an applica tion with the  Commission for
de te rmina tion of the  current fa ir va lue  of its  utility plant and property and for increases  in
its  ra tes  and charges for utility services . Because  the  Company's  water infrastructure  is
aging, the  Company has a  current need to make capita l improvements and repairs and
anticipa tes  making such improvements  prior to new ra tes  going into e ffect.

RE:

Within the  next six months, the  Company anticipates the  need to purchase  a  backup
emergency genera tor as  well as  construct security fencing around one  of its  wells .
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The Company states that the backup emergency generator is necessary to protect the
Company's  water supply in the  event of a  power fa ilure . Presently, there  is  no backup
e lectricity a t the  we ll-s ite , and any e lectricity inte rruption causes the  we ll pumps to
shutdown. ICE plans to place  a  security fence  a round the  well-s ite  with ga te  and lock
since there  are  numerous developments under construction in the  area  near the  well-site .

S ta ff concludes tha t a  backup emergency genera tor and construct security fencing around
one  of its  wells  a re  appropria te .

Cost Analysis

The Company's estimated cost for the  proposed backup emergency generator and
construct security fence  is  as  follows:

100-150 kW genera tor
Construct security fence

Costs
$40,000
$10,000

To ta l: $50,000

S ta ff ha s  re vie we d the  Compa ny's  e s tima te s  a nd conclude s  tha t the y a re  re a sona ble .
Howe ve r, no "use d a nd use ful" de te nnina tion of the  propose d pla nt wa s  ma de , a nd no
particular future  trea tment should be  inferred for ra te  making or ra te  base  purposes.

Compliance

Arizona  Depa rtment of Environmenta l Qua lity (ADEQ) Compliance

ICE a cknowle dge s  tha t its  wa te r sys te ms  a re  NOT curre ntly in complia nce  with ADEQ
reporting requirements  for le ad and coppe r and Maximum Res idua l Dis infection Leve ls .
The  Compa ny is  working with ADEQ to bring the  wa te r s ys te ms  into full complia nce
with ADEQ re gula tions .

Arizona  Corpora tion Commiss ion (ACC) Compliance

According to the  Utilitie s  Divis ion Compliance  Section, the  Company has  no de linquent
compliance  issues  with the  ACC.

Conclus ion

S ta ff conclude s  tha t the  pla nt a dditions  a nd the ir a s socia te d cos ts  a re  re a sona ble  a nd
a ppropria te . Howe ve r, no "us e d a nd us e ful" de te rmina tion of the  propos e d pla nt wa s
made , and no pa rticula r future  trea tment should be  infe rred for ra te  making or ra te  base
purposes.



has, to the personal knowledge of affidavit, been published 'm the news
paper aforesaid, according to law, on 27 day of April, 2007 to 27 day of
April, 2007 both inclusive without change, intemiption or omission,
amounting in all l insertions, made on the following dates:
April 27, 2007

ICE Water Users Association, Inc.
Notice of Application for Authority to Borrow Money
Docket No. W~028A-07-0139

I, Deserve Zurcher, being first duly swam on her oath says:
That she is the Legal Clerk of PRESCOTT NEWSPAPERS, INC., an
Arizona corporation, which owns and publishes the COURIER, a Daily
Newspaper published in the City of Prescott, County of Yavapai that the
notice attached hereto, namely,

STATE OF ARIZONA
County of Yavapai

AFFIDAVIT OF PUBLICATION

Dated this 27Day of April, 2007
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By:
Notary public

My commission expires: ol=p»6IK SEAII
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